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HIGHLIGHTS OF BUSINESS IN DEC 


Business ended 1949 on a note of optimism, as a 
strong last-minute shopping rush raised sales to a high 
level. Further increases in industrial production also con- 
tributed to the general upsurge in activity, with steel 
output set at well over 90 percent of capacity and auto- 
mobile production once more getting into high gear. Con- 


struction continued its record-breaking pace to set an 


all-time high in 1949, 


The general price level showed little change, although — 


farm products and food prices continued to edge down- 
ward during the first part of the month. As a result, the 
parity ratio dropped 2 more points to 98, the first time 
since the prewar period that it has fallen below 100. 


Christmas Trade Brisk 

What started out to be a sluggish Christmas shopping 
season ended up in a wave of buying that brought dollar 
sales up almost to the level of the 1948 record season. 
Department store sales, which at the beginning of the 
month had been running 8 percent below the correspond- 
ing period of 1948, caught up steadily to last year’s level 
as the month progressed, and in the last week before 
Christmas surpassed sales in.the similar week of 1948 
by 14 percent. The net result is that department store 
sales this last December ended only 3 percent below the 
record of December, 1948. For the year as a whole, de- 
partment store sales were 5 percent below the 1948 level. 

Greatest gains on a year-to-year basis occurred in the 
Southeast, Midwest and New England regions, according 
to Federal Reserve District breakdowns. Sales in the 
Middle Atlantic and North Central states appear to have 
fared a bit worse than last year, though the only area 
where they fell as much as two percent was Cleveland, 
partly the result of a five-day transit strike in Cleveland 
itself. 


Nonfarm Employment at Year's High 

Nonagricultural employment in December reached a 
high for the year, 51.8 million. This is about 150,000 
above November’s level but is slightly below the 52.1 
million nonfarm workers in December, 1948. 

Total employment dropped by about a million as a 
result of a seasonal withdrawal of farm workers from the 
labor force. At 6.8 million, farm employment in December 
was 14 percent below the previous month and 8 percent 
under December, 1948. Unemployment in December con- 
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the recent strikes. By the end of the month, steel ingot 
- Output was running at 93 percent of capacity, and pro- 


duction of fabricated iron and steel products was back 
to pre-strike levels. 

Although over-all industrial production in 1949 did 
not exceed 1948 or 1947 levels, the year witnessed a num- 
ber of production records. The automobile industry had 
the best year of its history, turning out over 6,200,000 
vehicles; this exceeds by far the previous high of 
5,360,000 vehicles produced in 1929. Other industries to 
show production increases were electric power, nylon, 
and television. Among lesser specialties, frozen orange 
juice grew by leaps and bounds, quadrupling the 1948 
output. 

The year also witnessed new peaks in the construction 
industry. Over one million new nonfarm dwelling units 
were constructed during the year, exceeding the 1925 
high by 7 percent and the 1948 level by about 8 percent. 
The more than $19.3 billion of new construction put in 
place in 1949 is also an all-time high, exceeding the 
record level of the previous year by 3 percent. 


Foreign Trade Balance Continues Decline 

The nation’s merchandise export balance declined in 
November, by virtue of a 6 percent rise in imports and 
a 1.6 percent decline in exports. At $559 million, Novem- 
ber imports were 9 percent above the level of the first 
ten months of 1949 and just about equal to the monthly 
in cllee and 1948. Most of the rise in imports occurred 
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Future Bias Toward Deflation 


Fashions in ideas run strong. Frequently an idea 
whose factual support is very limited or temporary in 
character gains supporters to the point where it becomes 
practically the accepted doctrine of the day. 

Currently in vogue is the notion that our economy 
is subject to a long-term “inflationary bias.” According 
to this view, the growth of “big government” ensures 
what even otherwise looks like a long-time uptrend in 
prices. Currently a $5 billion Federal deficit is pointed 
to as “handwriting on the wall.” For the future it is felt 
that whenever a serious decline in business threatens, 
the government will step in and prevent it from gaining 
momentum by a series of inflationary measures financed 
through ever-larger deficits. 

It is a line of thinking that fails to separate tempo- 
rary factors, like those that follow every war, from real 
long-term economic forces, which may be operating in 
quite another direction. For example, any gradual long- 
time upward trend in prices, such as might be thought 
to prevail aside from the special effects of war and post- 
war inflation, is of little consequence for inflation or de- 
flation. In the latter context, the important shifts in price 
level are those occurring in a limited period, say, some- 
thing less than a decade. Again, the effects of government 
action may not be so clear-cut as is suggested. Brief con- 
sideration of the possibilities will be enough to make 
the point. 


Government Deficits Not Inflation 

Government programs financed by deficits are infla- 
tionary only under conditions of capacity production and 
full employment. In a period of decline, they may tend to 
sustain rates of activity, but will not necessarily hold the 
line, and certainly will not drive prices up. 

The shift in the government budget from a surplus 
of over $8 billion in fiscal 1948 to a deficit of over $5 
billion in fiscal 1950 had little effect beyond that of main- 
taining the general level of business activity. Unemploy- 
ment has about doubled during this two-year period. 
Prices have receded from the mid-1948 peak, and now 
average a little lower than two years ago. 

Currently, there is no real prospect of inflation even 
on an optimistic appraisal of business trends. A temporary 
bulge in prices is possible next spring, when the peak 
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rate of spending from the large refunds to veterans is 
felt. (But keep in mind that these refunds are outside 
the budget and do not represent part of the government 
deficit.) If such a bulge materializes, it seems unlikely to 
carry the general price level back up to the high of 
mid-1948. 

The economy is now in a position to meet all demands 
by expansion of output rather than to curtail them by 
stepping up prices. The flow of basic materials is gen- 
erally adequate, and in most industries capacity is suf- 
ficient to ensure deliveries in line with current rates of 
consumption. The labor force also displays adequate 
margins. Its growth during the last two years has only 
added to unemployment; and a mere count of the un- 
employed does not reveal anything like the full supply 
of labor available. Moreover, competitive forces have not 
yet become fully effective throughout the economy; and 
continuing improvements in efficiency of production and 
distribution will help to relieve pressure on prices. 

As for the government’s part in this postwar situation, 
it must be kept in mind that present programs have grown 
out of postwar fears and tension, or out of real needs 
accumulated during the war period, rather than from any 
economic plans or theories. When it is remembered that 
military and other war-connected expenditures, such as 
foreign aid, veterans’ payments, and interest on the public 
debt, now make up over three-fourths of the budget, the 
essential nature of the situation is more clearly under- 
stood. Agreement on such programs might be part of an 
anti-communistic bias, but cannot be considered an in- 
flationary bias. 

Combined with the large increases in expenditure 
programs was a reduction of over $ billion in tax re- 
ceipts. Part of this decline came by way of reduction in 
personal income taxes. A still larger part resulted from 
the decline in corporate profits taxes, due mainly to the 
disappearance of the fictitious profits based on inventory 
revaluation. In other words, the government surplus was 
in part based on fictitious profits arising out of the post- 
war inflation; but with inflation now gone, the loss of 
temporary taxes helps to make a deficit, which in turn is 
supposed to be inflationary. It is a paradox of inflation 
fears. 

A condition of high-level prosperity with relatively 
stable prices is the most ardently hoped for state of 
economic affairs. When, in such a situation, a small 
deficit arises from popular pressure for high expenditures 
and low taxes, the public is merely legislating itself into 
a sort of economic bliss, and not displaying any desire 
for further inflation. 


Longer-run Outlook Deflationary 

During boom times, the economy has a deflationary 
rather than an inflationary bias. The prospect is that the 
forces supporting the boom will sooner or later be dis- 
sipated, letting us down into the next depression. It is, 
in fact, lack of restraint during the boom that makes the 
decline inevitable. 

This applies to government construction as well as 
to privatefinvestment. Typically, popular pressure for 
certain types of public works is strongest during periods 
of prosperity. The need for public buildings like new 
schools, hospitals, and post offices tends to coincide with 
construction of family dwellings. People don’t want 
schools ten or fifteen years hence when they might be 
needed to stabilize the economy; they want them now, 
while their children are growing up. They don’t want 

(Continued on page 6) 
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When the first officially recognized radio broadcast 
transmitted the news of Warren G. Harding’s election 
in 1920, a new era in communication began. The past 
thirty years have seen radio manufacturing grow from 
infancy into one of the nation’s largest industries. 

Today, in addition to manufacturing radios, phono- 
graphs, and the vast amount of electrical equipment 
necessary to stimulate radio waves in the ether, the elec- 
tronics industry produces television sending and receiving 
devices; radio navigation aids, including radar for both 
marine and air craft; and two-way land-mobile communi- 
cation, largely used by police cars and taxicabs. Future 
expansion is likely in electronic industrial devices for 
such purposes as heating, regulating, and weighing. 













Television Takes the Lead 

Final production figures for 1949 are not yet avail- 
able, but the rate of manufacture indicates that it was 
the radio industry’s biggest year to date. A big factor in 
production increases was the rapid rise of television. 
Although television manufacture is a postwar develop- 
ment, in 1948 the industry made almost a million tele- 
vision sets, and probably more than doubled this amount 
in 1949, 

Television has had a rate of growth unequaled by any 
other major industry in the country today. The 2.5 mil- 
lion television sets which manufacturers estimate were 
made in 1949, plus a probable 1949 radio production of 
10 million, will boost the industry’s total sales receipts 
at the retail level to about $114 billion, $850 million from 
television. Last year, for the first time, television went 
ahead of the radio in value of manufacturers’ sales. 
By the fourth quarter of the year, the ratio of television 
to radio receipts was almost two to one, although tele- 
vision’s share of total production was considerably less. 

Approximately 100 companies were turning out tele- 
vision sets in 1949, as compared with only 14 three years 
before. It will probably not be more than a few years 
until large-scale production will make low-priced tele- 
vision almost as accessible as radio is today, although 
there are some areas that may never have good reception. 

By the end of 1949 well over 3 million television re- 
ceivers had been purchased by users in 57 cities, and there 
were about 100 television stations in operation. It is ex- 
pected that by the end of 1950, 65 percent of American 
homes will be within range of a television station. 

At present, viewers in Illinois are located within 50 
miles of four stations in Chicago and one in St. Louis. 
Stations are being built in Peoria and Rock Island, and 
plans are being made for installations in West Frankfort, 
Quincy, Springfield, Decatur, Champaign-Urbana, Dan- 
ville, Galesburg, and Rockford. 































Chicago — Heart of the Industry 


The radio industry has always been composed mainly 
of small manufacturers. There are fewer than a dozen 


















RADIO AND TELEVISION 


KNOW YOUR STATE 


[3] 





large producers of radios, but a great many small set 
companies and parts suppliers. Many new, although 
chiefly small, television set manufacturers have appeared, 
but on the whole, the leading radio manufacturers have 
become the leading producers of television sets. 

Chicago has more radio and television manufacturers 
than any other area in the United States, and produces 
more television sets than all the other cities in the nation 
combined. Employment in the industry in the Chicago 
area was at an all-time high of over 40,000 in November. 
A number of the Chicago companies, including Admiral, 
Motorola, and Zenith are among the Jargest manufac- 
turers of radios and related products in the country. 

According to the current Census of Manufactures, 
Illinois is the leading state in the industry, and in 1947 
had 179 of the 850 radio and television manufacturers in 
the United States, almost one-fourth: of the 179,000 
workers in the industry, and a value added by manu- 
facture of $181 million, 20 percent of the national total. 
Downstate manufacturers of radio and television sets are 
located in Elgin and Mt. Carmel, and a plant is being 
installed in Bloomington. There are also a number of 
manufacturers of radio cabinets and radio parts in the 
State, most of them in Chicago. 


Future of Radio 

Whether television will eventually replace radio has 
been the subject of considerable debate in recent months. 
Since there are more than 2,700 radio stations in the 
nation and there are periods during the day when no tele- 
vision programs are on the air, it seems certain that 
radio will be popular for some time to come. 

There is a large radio market even in urban areas 
well served by television, and almost one-third of all 
television sets have radio reception facilities. Even 
though the sales of home radios declined sharply in 1949, 
demand for portable and automobile sets remained high. 

Forecasts indicate a market in 1950 for over 9 million 
radios, which, although it is only a little more than half 
the 1948 production, is still well above prewar totals. By 
the end of 1949, the public had purchased more than 47 
million radio sets since the war, more than half of the 
83 million sets in operation in the nation. 

The outlook for the industry was never more favor- 
able. Since 95 percent of the wired homes in the country 
have at least one radio, their manufacture is primarily 
a replacement business, but television is in the pioneering 
stage. Even in the fifty-odd areas that have television 
reception, only 12 percent of the homes have television 
sets. The industry expects to make between 3.5 and 4 
million television receivers in 1950. This would be about 
50 percent more than in 1949 and would increase the in- 
dustry’s revenues from television to well over $1 billion. 
By 1951 the newest star on the entertainment horizon 
should have a nation-wide audience, and it is expected 
that 7.5 million television sets will be in use. 
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Percentage Changes October, 1949, to November, 1949 
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STATISTICAL SUMMARY OF BUSINESS ACTIVITY 
UNITED STATES MONTHLY INDEXES 











Item 


Personal income'...... 


Manufacturing! 
Sales 
Inventories 


New construction activity! 


Private residential 
Private nonresidential 
Public nonresidential 


Foreign trade 


Merchandise exports 
Merchandise imports. 


Excess of exports 


Consumer credit outstanding? 


Total credit 


Installment credit 














ILLINOIS BUSINESS INDEXES 


Combined index. 


Durable manufactures 


Industrial production? 


Nondurable manufactures. . . 


Minerals 

















a Fed. 
* Fed. Res. 
Dodge Corp.; 
Manag. Assn.; 
a Seasonally adjusted. 


Power Comm.; 
Bank, 7th Dist.; 


Fed. Res. Bd; 
” Til. Geol. Survey. 








* 1. 
S‘U. S. B 


Dt. of Mines; 





November Percentage 

I 1949 Change from 

ae (1935-39 | Oct. | Nov. 

= 100) 1949 1948 
Electric power'............-. 265.1 | +7.7| —0.8 
Coal production?............... 119.4 |+222.8 | —19.9 
Employment—manufacturing’ . . 111.8 + 2.8 | —13.5 
Payrolls—manufacturing?....... 257.4 + 1.6] —15.7 
Dept. store sales in Chicago*....} 221.8" | + 2.2) — 5.1 
Consumer prices in Chicago®. .. . 175.3 + 0.5 | — 0.3 
Construction contracts awarded® 257.2 —35.9 | —13.2 
FREE ere 265.9 + 0.1) — 7.5 
oe ee eee 210.0 — 2.9 | —14.3 
Life insurance sales (ordinary)’. . 175.2 + 3.1 | + 5.4 
Petroleum production™......... 240.8 | — 3.0) + 0.3 


3 Til. 








Dept. of Labor; 
ur. of Labor Statistics; *F. W. 
* Til. Coop. Crop Repts.; * Life Ins. Agcy. 


Manufacturing employment‘ 
Production workers 


Factory worker earnings‘ 


Average hours worked....... 
Average hourly earnings. 


Average weekly earnings. 


Construction contracts aw arded®) 


Department store sales?....... 
Consumers’ price index‘. . 


Wholesale prices* 
All commodities . 
Farm Products. : 
Other 

Farm prices? 


| 
| 
| 





a as 
| 
| 


Received by farmers........ 


Paid by farmers. 
Parity ratio 





1U. S. Dest. of iesieaiis 2 Federal Reserve Board; 2U. S. Dept. 
S. Bureau of Labor Statistics; 5 F. Ww. 
> As of end of month. 


of Agriculture; * U. 


® Seasonally adjusted. 


dexes, 1909-14 = 100, 
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Item 











Production: 


28 commodities 
Finance: 


Bituminous coal (daily avg.)......... thous. of short tons. . 
Electric power by utilities........... mil. of kw-hr........ 
Motor vehicles (Wards)............. number in thous... .. 
Petroleum (daily avg.).............. eee 
PRES Se re, 1935-39 =100....... 
Freight carloadings................... thous. of cars....... 
Department store sales................ 1935-39 =100....... 
Commodity prices, wholesale: 
IN lo eh ra aie an ed actin ee 
Other than farm products and foods. ..1926=100.......... 





1,251 1,507 
5,493 5,994 
106. 7} (110.6 
4,933 4,935 
192.3 195.2 
496 623 
199 541 
151.1 151.1 
145.5 145.4 
247.7| 247.8 
13,904 | 13,864 | 1 











Percentage 
November Change from 
1949 Oct. Nov. 
1949 1948 
yeaa rate 
in billion $ 
209.7" | + 0.3] — 3.2 
27.28 | 47.41) — 7.7 
30.6% >| — 0.3} — 9.5 
8.4 — 3.4] +13.8 
6.9 — 8.0}; — 9.8 
5.3 —13.6 | +14.9 
10.0 — 1.5] + 1.6 
7.1 + 6.1] + 7.0 
2.9 —16.2 | — 9.7 
17.85 | + 3.5 | 413.2 
10.4» + 2.7 | +25.6 
13.8» + 0.6} —11.3 
33.6 —10.5 | —12.9 
ladexes 
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1,453 | 1,542 

5,997 | 5881 
79.7 | 46.7 

4,940 | 4,919 
194.3 189.4 

640 669 

584 542 
151.1 151.0 
145.3 145.1 
246.8 247.9 

3,882 | 13,807 
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Survey of Current Business, Weekly Supplements. 
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Labor Situation Improved 

Except for the continued sniping between the United 
Mine Workers and the coal operators, labor conditions 
were considerably more stable in December than in previ- 
ous months. The only other major labor dispute, that 
between the Aluminum Company of America and 17,000 
United Steel Workers, was settled early in the month 
with agreement .on pensions, insurance, and wage rates. 
The coal dispute was apparently no nearer settlement, 
even though a number of small operators, reported to 
produce about 3 percent of the soft coal supply, had 
signed new contracts providing welfare fund payments 
of 35 cents per ton and a basic wage scale of $15 a day. 
The 35-cent royalty is substantially lower than the 55 
cents demanded earlier by Lewis for bargaining purposes. 

Large coal users have begun to feel the pinch of in- 
adequate coal supplies and many have had to curtail ac- 
tivities. Chief victims of the squeeze have been the 
nation’s railroads, some of which have been obliged to 
requisition coal from mines they serve. For other users 
dwindling supplies of some grades of coal have oc- 
casioned an informal rationing of available stocks by 
dealers, especially after cold weather struck just after 
New Year’s. In Chicago, dealers were delivering as little 
as one-tenth of coal ordered. 

Recent Department of Labor data give a measure of 
the large increase in workers involved in work stoppages 
in October. As shown in the accompanying chart, even 
though the number of strikes was down substantially in 
September and October, the number of workers affected 
rose sharply from 250,000 to 1,000,000, the highest point 
since May, 1946. Total man-days idle during October rose 
to 19,000,000, higher than in any month since February, 
1946. 

Employment dropped 962,000 in December as the re- 
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sult of a seasonal decline of 1,105,000 workers in agricul- 
ture. Most of those leaving farm work also left the labor 
force, however, so that unemployment rose by only 80,000. 
Nonagricultural employment, the most important cate- 
gory, rose by 143,000 to 51,783,000 workers, the highest 
level of the year. Bureau of Census data are given below, 
in thousands of workers: 

December November December 


1949 1949 1948 
Civilian labor force.......... 62 ,045 62,927 61,375 
Employment............... 58 ,556 59,518 59 ,434 
Serre 6,773 7,878 7,375 
Nonagricultural........... 51,783 51,640 52,059 
Unemployment............. 3,489 3,409 1,941 


Production Up 

In a preliminary estimate for the month, the Federal 
Reserve Board anticipates that December industrial pro- 
duction will rise to slightly above 174 pércent of the 1935- 
39 average, compared with 171 percent in November and 
192 percent in December, 1948, Steel was the main heavy 
industry supporting the increase, with production aver- 
aging 92 percent of rated capacity for the month. At 
mid-December the rate of operation was the highest in 
seven months. Automotive production lagged early in 
December as shortages of steel and model change-overs 
slowed or stopped assembly lines, but by the end of the 
month production of 1950 cars and trucks was under way 
and weekly output was again over 100,000 units. The 
trade paper, Automotive News, has estimated total 1949 
production at over 6,250,000 vehicles. Bituminous coal 
production on a three-day work schedule averaged about 
9 million tons weekly, a fourth to a third lower than 
full-time production. 


Prices Holding Steady 
As in recent months, wholesale prices remained level 
during December, with only slight movements up or down 


shown by subgroups. The all-commodity index stood at 
about 151.0 percent (1926= 100) during the month. 


‘Small rises in the prices of farm products and of all com- 


modities other than farm products and foods were about 
balanced by a decline in food prices. 

Farm prices again declined in the month ended De- 
cember 15, prices received falling 3 points to 236 per- 
cent of the 1910-1914 base period. Prices paid rose 1 
point to 240 percent of the base period, with the result 
that the parity ratio fell from 100 on November 15 to 98 
on December 15, the lowest point since November, 1941. 
Prices paid by farmers have fallen only 11 points from 
the postwar high of 251 percent set in August, 1948; but 
prices received are down substantially from the postwar 
peak of 307 percent set in January, 1948. The most im- 
portant items marked by declining prices last month were 
poultry and eggs, meat animals, cotton, and truck crops. 

The latest consumers’ price index, that for November 
15, rose only from 168.5 percent to 168.6 percent of the 
1935-39 average, as a result of slight increases in the 
retail prices of food, rent, fuel-electricity-ice, and house- 
furnishings. Prices of apparel and miscellaneous items 
showed small decreases. 


More Export Controls 

Hard on the heels of its tightened controls on the 
shipment of strategic materials, the Department of Com- 
merce has imposed further restrictions, this time on the 
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shipment of advanced but unclassified technical data 
affecting national security. A voluntary plan to control 
transmission of such data which was set up in November 
is now bolstered by a mandatory ban in exceptional cases. 
Technical developments, “know-how,” information, pro- 
totypes, and special installations may be included in the 
ban if the Department considers them important to 
security. 


Department Store Sales Rise 

After falling below comparable weeks of 1948 for 
most of the fall and early winter, department store sales 
rose sharply in the two weeks before Christmas. Earlier 
unseasonable weather, a revival of the prewar habit of 
last-minute buying, and the extra shopping day before 
Christmas were all cited as causes of the new peak. The 
FRB unadjusted index rose to 584 percent of the 1935-39 
average for the week of December 17, 2 percent over the 
corresponding week of 1948; in the week ended December 
24, the index was 541, 14 percent higher than in 1948. 
With dollar sales higher than last year and prices some- 
what lower, physical volume is expected to have been well 
above that of last year. In some sections, store inven- 
tories were pulled down to such a low point that meager 
post-Christmas white sales and clearance sales are fore- 
seen by the trade. 


Business Failures Rising 

Following their heyday in the immediate postwar 
period, when fewer than a hundred businesses failed 
monthly, business firms are now finding the going some- 
what rougher. The accompanying chart illustrates the 
increase in the number of commercial failures since the 
beginning of 1946, and shows that the trend was slightly 
upward until early 1949, when a measure of stability 
appeared. By that time, however, the number of failures 
monthly had approached the 1939 level. The most fre- 
quent explanation given for this rise in postwar failures 
has been the mushrooming of new businesses of all types 
just after the war, many of which were undercapitalized 
or unable to maintain their position for other reasons. 


BUSINESS FAILURES 
NUMBER OF FAILURES 
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Farm Controls 

With another year of surplus production behind them, 
the nation’s farmers are now facing crop controls in the 
future. For 1950, acreage cuts have been announced for 
corn, cotton, and rice; voluntary allotments cut acreage 
sown to winter wheat by about 15 percent. Controls on 
tobacco, peanuts, and potatoes are expected. Since acres 
formerly planted in corn can be used to grow scybeans, 
it is also regarded as possible that acreage controls on 
that crop will be imposed even though soybean produc- 
tion has not yet reached the surplus stage. 


Manufacturers’ Sales High 
Manufacturers’ sales in November, totaling $18.2 bil- 
lion, maintained their October dollar level, and after 


seasonal adjustment were up 7 percent. Industrial re- | 


covery following the steel and coal strikes of October 
was a major cause of the rise. Durables sales were up 
$400 million to $7.4 billion, a 10 percent increase after 
seasonal adjustment; nondurables sales dropped from $11.1 
billion to $10.9 billion dollarwise, but were 3 percent 
over October sales after adjustment for seasonal factors. 

On an unadjusted basis, manufacturers’ inventories 
remained substantially the same during November, total- 


ing $30.8 billion; nondurables stocks amounted to $17.2 | 


billion, $300 million over October, and durables inven- 
tories to $13.6 billion, $200 million less than the previous 
month. 


Future Bias Toward Deflation 
(Continued from page 2) 


road improvements when the next depression is upon us; 
they want good highways now, when they have work to 
drive to and incomes that permit long vacation trips. 
These attitudes are hardly unreasonable, and they can’t 
be ignored by government officials. 

This situation indicates the basic difficulty with a 
policy of compensating business fluctuations by means of 
public works and other government investment projects. 
As long as government action is responsive to current 
pressures, and has not reached the stage of planning for 
long-range stability, programs undertaken specifically to 
counter recession will always be “too little and too late” 
to compensate a major decline. 

There is also a tendency to lose sight of the temporary 
nature of some of the programs that are responsible for 
the present expansion of government expenditures. 
Foreign aid programs have from the outset been regarded 
as temporary. Direct military expenditures depend on in- 
ternational developments, which are inherently unpre- 
dictable. War is certainly not assured; and there is always 
the possibility, however remote, that accommodations in 
international relations will reduce the need for military 
expenditures throughout the world. Unless new veterans’ 
programs are approved, these payments will also enter a 
declining phase. The farm price support program cannot 
continue large subsidies indefinitely; and if controls 
cannot be established to eliminate surpluses, subsidies 
will sometime or other be abandoned anyway. When pro- 
grams of this magnitude come to an end, some letdown 
in production and employment will be unavoidable. 

However optimistic we may be about the prospects 
for the years immediately ahead, we cannot assume that 
prosperity will last forever. In the future we can expect 
to face problems of both inflation and deflation; the only 


safe course is to prepare to deal with either as it appears. 
VLB 
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BUSINESS BRIEFS 


PUBLICATIONS AND DEVELOPMENTS OF BUSINESS INTEREST 


Aids for New Business 


Some of the problems that should receive early con- 
sideration by individuals planning to open a store are 
compiled in a Department of Commerce Check List for 
Establishing a Retail Business. The list includes over 
200 questions which should be considered by prospective 
retailers when making first plans, deciding on a location, 
preparing for operation, and Betting ready for opening 
day. Careful advance planning prevents needless mistakes 
and wasted money. 


* * * * 


Another Department of Commerce leaflet designed to 
aid persons starting new businesses is 100 Questions for 
a Prospective Manufacturer. The combination of a limited 
amount of capital, lack of experience, and no informa- 
tion about markets or the risks involved is likely to be 
fatal to a new manufacturing enterprise, and this leaflet 
outlines the problems involved, most of which can be 
minimized by careful advance consideration. The 100 
questions cover organization and financing; location, 
plant equipment, and layout; labor; purchasing and pack- 
aging; general management; and costs, pricing, and 
record keeping. 


Agricultural Forecast 


The United States Department of Agriculture predicts 
that demand for farm products will remain high next 
year but will again show a decline from the demand peak 
in 1948. As discussed in the December issue of the Agri- 
cultural Situation, the nation’s food expenditures may 
be cut again next year, but plentiful food supplies and 
slightly lower prices should keep consumption at least 
as high as in 1949. So far as farm business itself is 
concerned, the downward trend of 1949 in prices and in- 
come will probably continue through 1950. Prices re- 
ceived by farmers in 1950 may average 10 percent below 
this year, with a corresponding drop in cash receipts. 
Farmers’ costs will probably decline more than in 1949, 
but at a lower rate than receipts, and net farm income is 
likely to be down nearly one-third from the 1947 peak. 


Consumer Price Index Revision 


The Bureau of Labor Statistics has started work on 
a three-year study of consumer buying habits in order to 
revise the consumers’ price index. The present index in- 
cludes goods and services representative of what city 
families were buying in 1934-1936, and omits the many 
postwar improvements in the American standard of liv- 
ing. Special emphasis will be given to modern housing 
construction. Records of expenditures of more than 
20,000 families and approximately 600,000 price quota- 
tions from thousands of retail and service establishments 
will be used. 


Cellophane Competitor 


Polyethylene, a new plastic film introduced during the 
war, may eventually take a substantial share of the plastic 
wrap market, dominated for 25 years by cellophane. The 
lightest of the plastics, polyethylene has many of the de- 
sirable qualities of cellophane and is expected to be 
especially useful in wrapping food. It is produced from a 


low-cost petroleum derivative and is in the cellophane 
price range. Output in 1949 was about 25 million pounds. 


Consumer Borrowing Down 


According to an article on “Measurements of Saving” 
in the November issue of the Federal Reserve Bulletin, 
preliminary estimates for 1949 indicate that individuals’ 
net repayment of debt is likely to exceed new borrowing, 
a reversal of the trend which has prevailed during the 
postwar period. 

After the war, the increase in the importance of ex- 
penditures for durable goods and other tangible capital 
assets, such as housing and noncorporate inventories, 
was accompanied by a sharp rise in borrowing. During 
the period 1946-1948, individuals’ debt outstanding rose 
$29 billion, an increase of roughly oné-half the debt out- 
standing at the end of the war. 


INDIVIDUALS’ NET BORROWING AND 
EXPENDITURES FOR CAPITAL ASSETS 
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EXPENDITURES FOR 
TANGIBLE CAPITAL 
ASSETS 

(IN BILLIONS OF DOLLARS 


NET BORROWING 
GN BILLIONS OF DOLLARS) 


PERCENT RATIO OF 
NET BORROWING 
TO EXPENDITURES 





Source: Federal Reserve Board. 


The ratio of net borrowing to individuals’ expendi- 
tures for capital assets was one-fifth in 1945. As shown 
in the chart, it rose to one-third in 1946 and 1947, and 
then dropped to less than one-fifth in 1948. The 1948 
decline was largely the result of a rise in the volume of 
debt retirement. During the first half of 1949, consumers 
maintained purchases of dwellings and durable goods at 
approximately the same rate as in the first half of 1948, 
but this was accomplished to a considerable extent with- 
out borrowing. Net mortgage borrowing declined and an 
increase in installment credit was more than offset by 
repayments on other types of consumer debt. 


State Tax Revenues 


A Department of Commerce release on Sources of 
State Tax Revenue in 1949 reveals that the 48 state 
governments and the District of Columbia collected ap- 


(Continued on page 9) 
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CONSTRUCTION FORECASTS FOR 1950 


ROBINSON NEWCOMB, Council of Economic Advisers* 


Forecasting construction has been as safe a business 
in the last couple of years as it was hazardous in 1945 
and 1946. The Departments of Commerce and Labor were 
quoted in an article published in the November, 1948, 
issue of the Jllinois Business Review as forecasting an 
increase in construction in the year 1949 of about 6 per- 
cent. The Federal Works Agency, in a study made about 
the same time, forecast an increase of about 2 percent. 
Other forecasts were within this range. The estimated 
construction for 1949 is about 3 percent above the 
reported figure for 1948. 

There is at least as much unanimity in forecasts for 
1950. The Commerce and Labor departments, for in- 
stance, are forecasting practically no change from 1949 
to 1950. The General Services Administration (successor 
to the Federal Works Agency) is expecting a drop of 
between 1 and 2 percent —in effect no drop at all; and 
the F. W. Dodge Corporation expects only a slightly 
larger decline. Assuming generally prosperous conditions, 
1950 may well be within 2 or 3 percent of 1949, plus or 
minus. Even if the forecasts should be somewhat farther 
from the mark than last year, the basic conclusion that 
the boom will continue seems likely to hold good.’ 

The prospects for 1950 flow from the experiences of 
1949. On a seasonally adjusted basis the industry held 
at practically a constant level the first half of the year. 
It declined slightly in February and March and then rose 
steadily through December. At the end of the year it was 
going at a rate about 10 percent higher than in December, 
1948. The year 1950 therefore will start at a better level 
than did 1949. 


Private Nonresidential Construction 


Private industrial and commercial construction 
dropped throughout the year. Other private nonresidential 
construction declined during the first half but rose during 
the latter. half of the year. Industrial and commercial 
building is now at such a low level in relation to the 
economy that any further declines in 1950 will probably 
be rather small. 

Utility construction rose during 1949 but has not yet 
caught up with the backlog of demand in several cate- 
gories, such as gas transmission and generation and 
transmission of electricity. There have been declines in 
some areas in 1949 and theré will be more in 1950. The 
declines in 1949 were more than made up by unexpected 
expansions of programs in other areas. There may not 
be as many unexpected expansions in programs as in 
1949; so the volume of utility construction probably will 
not vary much from 1949 but may be down somewhat. 





* This article presents the views of the author and does not 
necessarily reflect the official position of the Council. 

*This forecast is not given in terms of dollars. The gov- 
ernment statistics have been revised very sharply lately and 
more revisions are coming. For instance, the forecast given 
in the November, 1948, Review used a 1948 figure of $17,775,- 
’ 000,000. Shortly thereafter that figure was raised to $18,775,- 
000,000. The current 1949 figure is given as $19,323,000,000. 
It probably will be reviséd upward soon on the basis of new 
concepts and sources, to as much as $22 or $23 billion. Spe- 
cific dollar forecasts in terms of 1949 figures now current 
would therefore have to be reinterpreted on the basis of the 


new figures to be issued soon. Hence, this analysis is pre-' 


sented in general terms rather than in terms of specific dol- 
lars for 1949 and 1950. 
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Private educational, institutional, and other nonresi- 
dential building has been rising and probably will con- 
tinue to rise in 1950. In the aggregate, private nonresi- 
dential construction in 1950 may be lower than it was 
in 1949, 


Residential Construction 


The second major catggory, private residential con- 
struction, probably will not decline more than a half 
billion dollars from 1949 to 1950 and may not decline at 
all in terms of units. It got off to a poor start in 1949, 
as a result of the adjustment which the industry had to 
go through. The high-priced markets were more or less 
saturated by the first half of 1948. Therefore, prices had 
to be reduced in order to shift to a lower income and 
rental market. Better housing had to be provided, prob- 
ably more bedrooms per unit, and machinery for manag- 
ing rental properties. This process took time, as do most 
adjustments. But it is being accomplished. 

Sales prices on new units in 1949 may have averaged 
15 percent below those for comparable properties in 1948. 
When buyers decided that prices had dropped about as 
far as they were going to during the year, they apparently 
came back into the market in sizable numbers. While the 
volume of one-family housing was far below that of 1948 
during the first half of the year, during the last half it 
was running above that for 1948, so that total volume 
of one-family units privately built in 1949 will approxi- 
mate that for 1948. 

In addition, largely as a result of renewing Title 608 
(a temporary FHA section insuring war and postwar 
multi-family housing), which made possible relatively 
easy financing for private rental housing, the volume of 
privately financed multi-family units rose 28 percent dur- 
ing the first 8 months of 1949 over the same period for 
1948. When figures are available for the whole year, the 
increase may prove to be nearly a third. 

Single-family building held about constant as a result 
of price cuts. Multi-family construction rose sharply with 
the aid of governmental insurance, and public residential 
construction rose also. Thus the total number of resi- 
dential units started in 1949 was about 10 percent above 
that for 1948, and the number started in the latter half 
of 1949 was over 20 percent greater than in the com- 
parable period for 1948. The adjustment to the postwar 
market is being made and the year 1950 is starting off at 
a very high level. 


Construction Costs 


The first easy elimination of waste in construction 
costs, particularly residential construction costs, has been 
accomplished. It was not very hard to cut the first 15 
percent from costs but it will be harder to cut the next 
ten. With demand holding up we can not be sure of 
much, if any, over-all reduction in the prices of ma- 
terials and certainly not in wage rates. 

There will be some further cuts in margins, especially 
through more direct purchases. There will probably be 
further reductions in costs as a result of improved effi- 
ciency on the part of management. Real, as distinguished 
from nominal, costs should drop somewhat even though 
construction cost indexes remain steady or even rise a 
little. Some of this saving will be passed on, so that 
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home owners should be able to make somewhat better 
buys in 1950 than in 1949. As the market is elastic, 
this will tend to hold up demand for single-family units 
in 1950. Should there be any further weakening of inter- 
est rates or reductions in down payments, this too would 
aid the single-family market. 

The large volume of 608 applications already in FHA 
offices would seem to indicate a larger volume of private 
multi-family housing in 1950 than in 1949, There will be 
some military housing under the new amendments to 
FHA legislation, and if there is any liberalizing in 207 
(a permanent FHA section under which multi-family 
housing was insured before the war and is beginning to 
be insured again), there will be a further increase in 
more conventional FHA multi-family construction. 

If the 608 volume in 1950 should be 25,000 higher than 
in 1949 and should privately financed housing for mili- 
tary purposes account for 45,000, and 207’s increase by 
20,000, private multi-family housing started in 1950 could 
be 50 percent greater than the 1949 volume. Public hous- 
ing starts probably will be increased by 45,000, making 
possible a total increase in multi-family and public resi- 
dential starts of 125,000 or so. It does not seem probable 
that single- and 2-family housing will drop by more than 
125,000 and it may drop much less than this, so it is quite 
possible that the number of starts in 1950 may approxi- 
mate or even exceed the number in 1949, If unit prices 
are 5 to 10 percent lower in 1950, this would suggest a 
dollar volume somewhat lower, even though the actual 
activity is approximately the same or a little higher than 
in 1949, 


Public Construction 


The suspension of public nonmilitary construction 
from 1940 to 1946 created a huge backlog of demand 
for public facilities, the third major category of con- 
struction. This demand has been aggravated by the high 
birth and marriage rates and the increased standard of 
living. The increase in the number of children in the 


grades in the period following World War II, for in- 
stance, will be three times the increase following World 
War IL. 

Highway traffic has been increasing at a phenomenal 
rate. It is more than double the 1929 volume. The in- 
crease in 1949 over 1948 was between 4 and 5 percent. 
Nearly half of the highways are fifteen years old or 
more, and over 40 percent are due to wear out during the 
next ten years. Such factors will stimulate highway 
construction. 

Increased incomes and hospital insurance are shoot- 
ing up the number of patient days per capita in hos- 
pitals and forcing large increases in hospital construction. 
Federal funds voted for conservation and development 
will insure an increasing volume of construction here. 
Other public functions also have sound bases for expan- 
sion. This is being translated into construction activity 
with the aid of steadily increasing bond issues, increases 
in state and local tax receipts and Federal expenditures, 
both direct and as grants-in-aid. Public construction rose 
nearly 50 percent from 1946 to 1947, about a third from 
1947 to 1948, and about 25 percent from 1948 to 1949, 
It probably will increase in 1950. 


Summary 


With such strong forces behind private nonresidential, 
private residential, and public construction, a rather 
sizable downturn in general business would appear neces- 
sary for the industry to be seriously affected in 1950. 

Public construction will go ahead almost irrespective 
of general business and might even be speeded up some- 
what if a recession got under way. Utility construction is 
planned a long time in advance and does not depend on 
short-term decisions as much as do some other types of 
private construction. Residential building has a firm 
underpinning in Federal aid for both public and private 
construction, and the volume of starts will be high enough 
during the first six months to insure a large volume 
through the first nine months at least. Only minor re- 
ductions as compared with 1949 would seem possible and 
none in the first six to nine months. The only areas show- 
ing weakness — industrial, commercial, and some other 
nonresidential private construction — represent too small 
a proportion of the total to present much of a threat 
even in case of business difficulties. It therefore seems 
fairly safe to forecast a volume for 1950 comparable with 
that of 1949, 


Business Briefs 
(Continued from page 7) 


proximately $8.3 billion in taxes in 1949, $550 million 
more than in the previous year. The release gives 1948 
and preliminary 1949 tax breakdowns both for the indi- 
vidual states and for the group as a whole. For the latter, 
only death and gift taxes and unemployment compensa- 
tion revenues are expected to show decreases from last 
year’s totals. In Illinois, decreases are expected to occur 
in receipts from death and gift taxes, alcoholic bever- 
ages, insurance companies, and motor vehicle operators. 
The preliminary figures indicate, however, that Illinois 
totals from sales and gross receipts will rise from $303 
million to $320 million, while license and privilege re- 
ceipts increase from $43 million to $48 million, and un- 
employment compensation revenues go up to $63 million 
from $54 million. 
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LOCAL ILLINOIS DEVELOPMENTS 


In November, most Illinois business indicators showed 
gains over the previous month, though the increases were 
largely seasonal. Electric power production turned up- 
ward in November, after contra-seasonal declines in 
September and October brought on by the steel and coal 
strikes. Coal production increased materially over the 
preceding month but continued far below last year’s 
output. Petroleum production declined seasonally, but held 
at last year’s level. 

Business conditions in Illinois were generally not so 
good in 1949 as in 1948, according to the chart below. 
Construction, petroleum production, and electric power 
output were among the few important indicators to 
register gains last year; the rise in postal receipts must 
be partly discounted because of the increase in postal 
rates early in 1949. However, even in categories that 
declined from the 1948 peaks — farm income, bank debits, 
manufacturing employment, and others — activity con- 
tinued at very high levels. 


Department Store Sales 

Department store sales in the State in November 
were approximately 13 percent above October sales but 
were off 6 percent from November, 1948. Eight of the 
twelve reporting cities showed increases over October. 
In Chicago, department stores reported a one percent 
decline in sales for the four weeks ending December 24, 
and a 6 percent decline from January 1 to December 24, 
as compared with the corresponding periods of 1948. 


Prices 

The consumers’ price index of living essentials for 
Chicago as of November 15 was 175.3 percent of the 
1935-39 average, as compared with 175.9 percent last 
November and 174.4 percent in mid-October. The slight 
rise from October to November was due to an increase in 
the prices of certain foods and of bituminous coal and 


SELECTED ILLINOIS BUSINESS INDICATORS 
(Percent change Jan.-Nov., 1948 to Jan.-Nov., 1949) 
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coke. Residential rents increased 0.4 percent during the 
month. 

The index of prices received by Illinois farmers for 
all commodities declined 3 percent from October to No- 
vember and was 14 percent below November, 1948. The 
decline was due to lower crop, livestock, and livestock 
product prices. In comparison, prices received by farm- 
ers throughout the nation declined 1.6 percent from 
October to November and were 12 percent below No- 
vember, 1948. 


Employment and Payrolls 

Manufacturing employment in the State increased by 
about 3 percent from mid-October to mid-November, 
while payrolls rose approximately 2 percent. Gains were 
spotty throughout the State, as shown by the table on the 
opposite page. In some areas, plants were not yet back 
to normal operation after the cutbacks in October, be- 
cause of shortages due to the steel and coal strikes. 

The Chicago area showed greater employment gains 
than the downstate area as a whole, though the largest 
percentage gains in employment were reported in the 
Sterling-Rock Falls and Rock Island areas. The gains in 
both of these latter areas were due to abnormally low 
levels of employment in October, caused by a labor dis- 
pute in blast furnaces and rolling mills in the Sterling- 
Rock Falls area and by strike-induced material shortages 
in Rock Island. However, by November 15 employment 
in both these areas exceeded or equaled its September 
levels. 

Plans for expanding the manufacture of radio and 
television sets were recently announced by two firms in 
the State. Admiral Corporation, manufacturers of tele- 
vision and radio sets and electrical appliances, completed 
purchase arrangements for a 64,000 sq. ft. plant in Bloom- 
ington late in December. The corporation plans to use 
the plant at first for manufacturing radios and later for 
television receivers. It is estimated that 1,200 people 
will be employed. Motorola, Inc., of Chicago is doubling 
the capacity of its plant in Quincy, to free its Chicago 
plant for video production. The addition will raise its 
output of radio sets at Quincy from 2,800 to 3,800 units 
a day, and will require approximately 100 additional 
workers. 


Construction 

New construction activity in Illinois has been at about 
the same rate as for the country as a whole. Total value 
of new construction put in place in the State during the 
third quarter was 2.6 percent below the all-time high 
reached in the third quarter of 1948. The cumulated value 
of new construction in Illinois during the first three quar- 
ters of 1949 was 1.4 percent greater than during the 
same period of 1948. 

Construction contracts awarded in the State during 
November, as reported by F. W. Dodge Corporation, 
totaled $43 million, compared with $49 million in the 
previous November and $67 million in October. Total 
value of contracts awarded in the State for the first 11 
months of 1949 totaled $592 million, 9 percent less than 
for the same period last year. These data do not neces- 
sarily contradict those relating to the value of new con- 
struction, as there is often a considerable lag between 
the time a contract is awarded and the start of construc- 
tion; many contracts are for projects requiring a year or 
longer to complete. 
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eted Percentage Change from... {Noy 1948... n.a. n.a. +70.4 —0.7 +20.7 
om- ER RE ME PRB pa REL Mew — . i $ - $ aft 

Oct., 1949... ant, —4. +258.1 +2. -2. —2. 
ye Percentage Change from {Now 1948..| —4.6 42.2 4463.5 —10.2 ~13.0 +11.6 

eee. «oth aantisdxeecsaeee 112.3 283.0 $ 371 $ 72 $ 78 
ople A rae {Ost 1949... =~ -8.0 +4.2 —4.9 —25.7 +5.2 
ling COCRRAGE LARGE SM. - + Tikey. 1008... —6.7 —0.4 +156.8 —5.0 —11.5 +13.5 
e« OR SE oe Cae a eee eee n.a. rs" re n.a. $ Pry 

ts Fi Oct., 1949... 43.9 +4. +247. na +15. 

nits Percentage Change from. . . {Row’, 1948. naa. n.a. 4616.2 49.4 

onal Wiese. otc) Se ee ee 154.6 289.0 $ 427 $ 169 $ 164 

p slimes {Oct.. 1949... =f.3 —10.7 ~16.7 +11.2 —6.1 -0.8 

COCORERG? S-RORGE OE Nov., 1948... —3.6 —12.1 ~—77.5 —8.9 —8.3 +5.2 

ne ee oe ae ie cs We 92.6 176.2 $ 204 $ 29 $ 59 

‘ PRE OTSA CS {Oct. 1949...) -—9.9 ~19.3 +150.3 +3.0 —§.7 -4.7 

rs satan inet niente Nov., 1948...| —28.5 —33.3 —50.5 —7.0 +4.9 -0.3 
aiue . 

I oi coe «ara dead inbies eee 209.4 534.0 $ 274 $ 66 $ 171 
the iaontientian mand {oxt.. 1949... =. 1 —6.3 —18.1 —2.5 —9.5 +1.0 
igh eee —30.8 —28.6 —34.7 —11.6 —9.5 +i4.0 
an SOUTHERN ILLINOIS 

h aa aarapeptent Mince atest eer 109.4 221.6 $ 188 $ 89 $ 46 
the MAE Ses? a 1949... —0.4 —2.4 —19.4 —3.0 —24.7 +14.2 
CECRRERS LS «> Se PE. -9.7 -16.8 +227.8 +3.0 —29.3 +11.3 
‘ing GOB. 6105. vedas caece tes Pease oes 153.5 420.6 $ 85 $ 23 $ 29 
rere Oct., 1949... -1.9 —1.2 —49.9 na —2.1 +21.0 
= Percentage Change from... {N5." ogg’ "| 76'0 ~9'5 4310 ~18 +90 
otal Nc Sek as ss Re did oe ce 70.1 ee 3 $ aa n.a. $ Ry 
aia ‘ Oct., 1949... .| —4.1 —7. — 54. na +7. 
il § Percentage Change from. . . (Nov. 1948...) 18-1 —28.5 | 463.1 | +93 
han iiecmaba aets Soe ES a 
ces- Sources: ' Illinois Department of Labor. Data on employment and payrolls include plants in areas surrounding designated cities. 


on- * Research Departments of Federal Reserve Banks in Seventh (Chicago) and Eighth (St. Louis) Districts. * Local post office reports. 
* Total for cities listed. 


= » Champaign only. 
ruc- ° Moline only. 
- or n.a. Not available. 
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